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ISSUES IN JOB INSURANCE 


William S. Patrick* 


These “issues” in unemployment insurance are presented to acquaint the reader with current thinking 
and comment regarding one of the most important programs in our modern-day society. It is hoped that 
this presentation will promote further interest and inquiry into the fundamental concepts and provisions 


of job imsurance. 


After twenty years of operation there is still 
considerable disagreement over various aspects of 
the Federal-state unemployment compensation 
system.! There are some people who seem to be 
quite emotional and dogmatic about particular 
phases of the program. This feeling has been exem- 
plified in books, pamphlets, articles, and reports on 
unemployment insurance throughout its history. 
The various state unemployment insurance pro- 
grams have been subjected to considerable criticism 
from a variety of sources. Of these many criticisms, 
the ones made by President Eisenhower in the 
Economic Report of January 1954 have probably 
had the greatest impact. The major defects that 
were pointed out in his Economic Report of 1954 
were inadequate coverage, the declining ratio be- 
tween average weekly benefit amounts and the aver- 
age weekly wage in covered employment, the de- 
ficiency in the number of weeks compensated, and 
the lack of financial aid for state reserve funds that 
might become insolvent and thus not be able to meet 
their obligation to the unemployed worker.” (This 
last deficiency was eliminated by the passage in 
1954 of Public Law 557, which permits the states 
to borrow money from the Federal treasury, with- 
out interest, in order to maintain the solvency of 
their job insurance programs.) President Eisen- 
hower continued his urging of improvements in 
state unemployment insurance programs in his 
Economic Reports of 1955 and 1956.* 

The three basic issues concerning unemployment 
insurance are: (1) financing the state programs, 
(2) benefit standards of the state programs, and 
(3) financing the administration of the programs. 


*Mr. Patrick is former Research Assistant in the Bureau of Business 
and Economic Research, School of Business Administration of Georgia 
State College of Business Administration. 

1. See Chapter XI, “Issues for Tomorrow,’’ in ‘‘Twenty Years of 
Unemployment Insurance in the U. S. A., 1935-1955," Employment Se- 
curity Review, Vol. 22, August, 1955, U. S. Department of Labor, p. 64. 

2. Economic Report of the President, January 1954, pp. 96-99. 

3. Economic Report of the President, January 1955, pp. 55-56; Jan- 
uary 1956, p. 93. 


Other issues involved are disqualification provisions 
of state programs, coverage of the programs, pos- 
sible effects of the supplementary unemployment 
benefits, and the “insurance” versus “social wel- 
fare” principle of unemployment insurance. 
FINANCING THE STATE PROGRAMS 

Employer Experience Rating Systems 

In financing the state programs most of the con- 
troversy has centered around the employer experi- 
ence rating systems that have been adopted by all 
the states. With the exception of Alaska, which dis- 
continued its experience rating system January 1, 
1955, these experience rating systems are the basis 
of all contributions to the state funds. Other sources 
of income are the interest earned on the money in 
the state funds and contributions which are re- 
quired from employees in three states (Alabama, 
Alaska, and New Jersey). The employer rating 
systems have been adopted by the states because 
the Federal law stated that this was the only meth- 
od by which employers could be granted reduced 
rates below the standard 2.7 per cent. The primary 
purpose, or at least the announced primary purpose, 
of experience rating is to provide a financial in- 
centive for the individual employer to make an 
honest effort to stabilize his employment insofar as 
it is within his ability to do so. This may or may 
not be the best method of getting employers to sta- 
bilize their employment and maintain an adequate 
reserve fund, but the fact remains that this is the 
only method open to the states for reducing the tax 
burden on employers. It is possible that a tax rate 
of 2.7 per cent would be excessive and unneeded 
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in most instances, as past experience has proven. 
Most state funds have increased substantially even 
under the experience rating systems. 

In 1932, the state of Wisconsin adopted an un- 
employment insurance program which contained 
definite provisions for “merit rating.” This “merit 
rating” was essentially an employer experience 
rating plan. It has been contended that the state 
of Wisconsin influenced the Federal government to 
place a provision for experience rating in the Fed- 
eral Unemployment Tax Act so that Wisconsin 
would not have to amend its state plan. The 1939 
Amendments to the Social Security Act granting 
additional credit provisions paved the way for 
adoption of experience rating by the other states. 

Most experience rating plans follow the “reserve- 
ratio” method. Under this plan the employer may 
qualify for a rate below the standard 2.7 per cent 
if the ratio between his credited “reserve” (total 
contributions less total benefits charged against his 
account) and his average annual payroll over the 
past three or five years is at a specified percentage 
level. Actually there are several formulas in use 
by the various states in making the employer rate 
determinations. 


Arguments for Experience Rating 


The three primary arguments 
rating are: 


(1) Unemployment varies widely among different in- 
dustrial groups and among different employers 
within each classification, therefore contribution 
rates should reflect this variation between em- 
ployers. 

(2) Unemployment can be controlled by management to 
a certain extent, and the tax rate should bear a 
relationship to the success of the individual em- 
ployer in stabilizing his employment. Management 
then has an incentive to reduce layoffs as much as 
possible. 

(3) With employers paying the tax contributions (ex- 
cept in three states) and employees receiving all 
the benefits, experience ratings are essential to 
stimulate greater employer interest in the program 
and possibly to act as watchdogs to keep the pro- 
gram from becoming primarily a relief program 
instead of an insurance program. 

Experience has shown that in many instances 
employers have made substantial progress in 
establishing greater stability in their employment 
since the establishment of the experience rating 
system. It may be assumed that experience rating 
has quite probably been a contributing factor to- 
ward greater employment stability, but its total 
impact is a matter of conjecture. From personal 
interviews made locally, the writer was impressed 
by the fact that businessmen appear to be making 
sincere efforts to stabilize employment within their 
plants. 

The cost savings that may be realized under ex- 
perience rating systems is illustrated forcefully by 
the experience of Chance Vought Aircraft, Inc. of 
Dallas, Texas. Mr. Peter J. Wacks, personnel di- 
rector of the company, reported that: “In 1954 
Chance Vought paid $42,000 into the unemploy- 
ment compensation fund in the State of Texas. 


for experience 


The company’s total payments of unemployment 
taxes during 1954 were $87,000, covering opera- 
tions in Texas and two other states. The opera- 


tions in the two states outside of Texas where the 
company had no experience rating in a combined 
work force of only 400 required payments of ap- 
proximately $45,000, which is more than the 
amount paid in the State of Texas alone covering 
more than 12,000 employees.’ 


Possibly a more realistic view of experience 
rating systems (than that of being a great stabiliz- 
ing device) is that the primary purpose may have 
been to give employers a tax “break” because state 
reserve funds were increasing rapidly, and it 
seemed obvious that a full tax of 2.7 per cent was 
not necessary in most instances to maintain an 
adequate reserve fund. 

Arguments Against Experience Rating 


The over-all picture of experience rating shows 
that, since its adoption in the individual states, an 
increasing proportion of employers have qualified 
for reduced contribution rates. Probably the great- 
est question concerning the experience rating sys- 
tem is: Exactly to what extent can the individual 
employer influence employment stability, and 
through his own policies provide the means neces- 
sary for insuring stable employment? 

4. From a talk by Mr. Wacks as part of a forum on “How Effective 
is Our Employment Security Program Today?” delivered before the Inter- 


national Association of Personnel in Employment Security at its Forty- 
Second Annual Convention held at Cincinnati, Ohio, June 7-10, 1955. 
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One aspect of the employer rating system is that 
employers frequently may be encouraged to reduce 
benefits to otherwise eligible employees by devices 
which do not stabilize employment, but which count 
equally as much in determining contribution-rate 
reductions.» Some of these practices which may 
be used are: (1) under-employment by spreading 
out the work load, (2) hiring workers during peak 
seasons who are ineligible for benefits, and (3) lay- 
ing off workers with the lowest benefit rights. 
Frequently such tactics result in a lowered rate for 
the employer, but the actual extent of his stabiliza- 
tion efforts may amount to more stable employment 
for a smaller number of workers. Therefore, the 
employer may reduce his contribution rate without 
actually reducing unemployment. 

Another argument against the employer rating 
systems is that the contribution rates are low in 
periods of high employment and prosperity and 
high in periods of unemployment and reduced busi- 
ness activity. This places the employer in the posi- 
tion of paying a higher tax rate during a period 
when he is least able to pay.® This may not be 
conducive to helping restore employment; in fact, 
the added tax may influence the employer not to 
hire any more people than is absolutely necessary. 

Some observers feel that there has been a 
tendency for some states to compete in offering 
favorable tax rates to employers, thus helping to 
widen the difference in tax rates paid by employers 
in different states. 

Another point frequently brought out is that the 
losses that an employer encounters because of the 
irregular operation of his plant exceed by a wide 
margin the highest contribution that he would pay 
to unemployment insurance. Therefore, it is al- 
leged that the employer has always had a far great- 
er financial incentive to stabilize his employment 
than any savings that he might make under an ex- 
perience rating system. 

The majority report of the Study Committee on 
Unemployment Compensation as submitted to the 
Commission on Intergovernmental Relations recom- 
mended that the Federal Unemployment Tax Act 
be amended to permit the states “to reduce State 
tax rates below 2.7 per cent of payrolls for all em- 
ployers on a uniform basis.”? This recommendation 
is the same as that made by the Federal Advisory 
Council on Employment Security to the Senate 
Committee on Finance. 

There is also the argument that experience 
ratings have resulted in the loss of billions of dol- 
lars to the state funds that ordinarily would have 
been collected. Another argument frequently raised 
is that experience ratings give employers an undue 
interest in benefit levels and eligibility requirements. 


5. A Study Committee Report on Unemployment Compensation and 
Employment Service Submitted to the Commission on Intergovernmental 
Relations, June 1955. 

6. There is a time “lag’’ involved because of computation dates and 
the establishing of employer tax rates for the ensuing twelve months 
eriod. 

” 7. A Study Committee Report on Unemployment Compensation and 
Employment Service, op. cit. 


Employee Contributions 

Another issue concerns the advisability of re- 
quiring employees to make payments into the job 
insurance fund. Only Alabama, Alaska, and New 
Jersey presently collect contributions from em- 
ployees. Seven other states formerly required em- 
ployee contrisutions but discontinued the practice.® 
Many people believe that, since employees receive 
all the benefits from unemployment insurance, they 
should contribute something to the program. In 
fact, the Advisory Council on Social Security recom- 
mended that a Federal unemployment tax be paid 
by employees as well as employers.® At the present 
time, however, the requirement of employee con- 
tributions by a majority of the states does not 
appear likely in the immediate future. 


PROVISIONS OF STATE OPERATIONS!°® 
Benefit Amounts 

The real key to the problem of benefit levels is 
to reach an agreement on an “adequate” benefit 
amount that will not be high enough to put a 
damper on the employee’s initiative for seeking 
work. So far, a general agreement on such a bene- 
fit amount has not been reached. This may be be- 
cause the changing economic climate prevents the 
program from being a static device. The program 
must be changed occasionally in order for it to keep 
pace with changing economic conditions. 

Originally, it seemed that at least 50 per cent of 
the normal weekly wage was considered an ade- 
quate and fair amount. This standard was sup- 
ported by the fact that “in December, 1939, the 
maximum weekly benefit in forty-nine states was 
more than half the average weekly wage in those 
states.” This is contrasted with the fact that in 
June 1955, this level of at least 50 per cent of the 
normal weekly wage was achieved in only seven 
states,'' signifying that benefits have not kept pace 
with the increase in wage levels.! 

In January 1954, the Federal Advisory Council 
on Employment Security supported the President’s 
recommendations on improving weekly benefits by 
recommending that in each state the maximum 
weekly benefit amount be equal to at least 60 to 67 
per cent of the state’s average weekly wage. The 
Council urged that “as expeditiously as possible the 
maximum weekly benefit in each state be raised to 
an amount not less than three-fifths to two-thirds 
of average weekly earnings in covered employment.” 

The Twentieth National Conference on Labor 


8. The seven states are California, Indiana, Kentucky, Louisiana, 
Massachusetts, New Hampshire, and Rhode Island. 


9. Recommendations for Social Security Legislation, The Reports of 
the Advisory Council on Social Security to the Senate Committee on 
Finance, 1949. 

10. Note: ‘State’ includes Alaska, Hawaii, and the District of 
Columbia in accordance with the definition of State in section 1101 of 
the Social Security Act, and in section 3306 ‘j) of the Federal Unemploy- 
ment Tax Act. 

11. Carey C. Thompson, ‘‘Recent Developments in Unemployment 
Insurancé,’”” The Southern Economic Journal, Vol. XXIII, Oct., 1956. 

12. It should be pointed out that ‘‘real’’ or ‘‘net spendable’’ earnings 
have not increased as much as have gross average weekly earnings, due 
to larger deductions from pay checks for various taxes, such as Federal 
income, social security, etc. It should also be stated that the method 
of determination of the average weekly wage in its implication in benefit 
formulas may differ among the various states. 
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Legislation, Report of the Resolutions Committee, 
also recommended that the maximum benefit 
amounts should be not less than two-thirds of the 
state’s average weekly wage in covered employ- 
ment. Actually, it is alleged that, by maintaining 
the employee’s buying habits, job insurance in a 
sense helps to prevent further unemployment. This 
is supported by Sumner H. Slichter, noted Ameri- 
can economist who states: 

Since unemployment compensation helps to 

prevent unemployment, it is desirable to get 

the ratio of benefit payments as high, relative 
to wage loss, as can be done without causing 
large numbers of persons to prefer unemploy- 
ment to work.?* 

Duration of Benefits 

The over-all trend has been toward increasing 
the duration of benefits in all states, but there is 
still considerable variance between the individual 
state programs in this matter. There is no com- 
plete agreement on how long benefits should be paid 
to unemployed workers. The President has recom- 
mended 26 weeks for all states, but as of June 
1955, only six states had fully achieved this goal.1* 
“In 21 states, unemployment insurance for 26 weeks 
is possible but on a variable basis. In 24 states the 
maximum duration is less than 26 weeks.”!5 There 
is still considerable room for extending the duration 
of benefits in many states. 

The trend has been in the direction of stricter 
disqualification provisions.1® Generally, it is agreed 
that a claimant should be penalized when his un- 
employment is due to his own actions without good 
cause. It is also agreed generally that a claimant 
should not be disqualified for his entire period of 
unemployment, nor should his benefit rights be com- 
pletely cancelled, except in extreme circumstances 
such as fraud or willful misrepresentation. Never- 
theless, many states resort to severe penalties and 
even to loss of all benefit rights for unemployment 
resulting from voluntary quit, refusal of suitable 
work, or discharge for misconduct.!7 

There has been discussion of the possibility of 
the Federal government’s establishing minimum 
standards on disqualification provisions. In fact, 
such action was recommended by the Advisory 
Council on Social Security to the Senate Committee 
on Finance in 1949. Also, A Study Committee Re- 
port on Unemployment Compensation and Employ- 
ment Service recommended that the Federal Unem- 
ployment Tax Act provide for minimum standards 
for state programs. These minimum standards 


13. Sumner H. Slichter in The American Economy. Its Problems and 
Prospects (New York: A. A. Knopf Co., 1948), pp. 107-112. 

= Thompson, ‘Recent Developments in Unemployment Insurance,” 
op. ¢ 

15. Louis Levine, Assistant Director, Bureau of Employment Security, 
Report of Proceedings of 19th Annual Meeting. Interstate Conference of 
Employment Security Agencies, September 22-25, 1955. 

16. Chapter VIII, “Trends in Disqualifications,”’ in “Twenty Years 
of Unemployment Insurance in the U. S. A., 1935-1955." Employment 
Security Review, op. cit. 

17. See Comparison of State Unemployment Insurance Laws as of 
— 1955, U. S. Department of Labor, Bureau of Employment Se- 
curity. 


would cover benefit amounts, benefit duration, eligi- 
bility, and disqualifications provisions.’* There is 
a possibility that there may be Federal action on 
this matter, but it does not seem likely at the pres- 
ent time. In any event, pressure is mounting on 
the state and national level to influence the states 
to ease off on excessive disqualification provisions.’® 
Coverage 

There is not a great amount of disagreement 
concerning the employee coverage of unemployment 
insurance. The trend has been toward more in- 
clusive coverage, and the general consensus of 
opinion is that this trend will continue. Significant 
extension of coverage has been made in the past 
few years to smaller firms, Federal employees, and 
veterans. At the present time there are still ap- 
proximately twelve million wage earners who are 
not protected by unemployment insurance. 

Many people feel that we should have universal 
coverage of all wage earners, but this does not seem 
likely—at least any time soon. However, cover- 
age of employers with one or more workers in 
industries already covered by unemployment in- 
surance is definitely possible within the next sev- 
eral years. In fact, eighteen states already include 
employers of one or more workers in covered in- 
dustries. Coverage to this extent by the Federal 
Unemployment Tax Act has been recommended by 
the Advisory Council on Social Security, the 1955 
Study Committee Report on Unemployment Com- 
pensation, the Resolutions Committee of the Twen- 
tieth National Conference on Labor Legislation in 
January 1954, and others. 

FINANCING THE ADMINISTRATION OF 
UNEMPLOYMENT INSURANCE PROGRAMS 
The basic issue here is the formation of an ad- 

ministrative financing program that is best suited 
for promoting a more efficient and economical ad- 
ministration of the Federal - state unemployment 
insurance program. Since both the Federal and 
state governments play vital roles in the adminis- 
tration of the program, some critics feel that a 
plan that will be conducive to better Federal-state 
relations is important and needed. 

There is some difference of opinion as to just 
what plan will best serve this purpose. The ma- 
jority recommendation of the Study Committee 
Report on Unemployment Compensation, as sub- 
mitted to the Commission on Intergovernmental 
Relations, recommended a 99 per cent offset plan 
which would permit the states to collect 99 per cent 
of the employer tax and appropriate their own 
funds for administration, instead of receiving the 
appropriation for administration from the Federal 
government. Under this plan the State Bureau of 
Employment Security would present to the Gover- 
nor of each state a budget deemed adequate for 
maintaining a proper and efficient administration. 


18. A Study Committee Report on Unemployment Compensation and 
Employment Service, op. cit. 
ma e See also Chapter VIII, “Trends in Disqualifications,” op. cit., 
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This, in effect, would abolish the national grant of 
100 per cent of the states’ costs of administration, 
which presently approach $200 million a year. The 
Federai government would collect one per cent in- 
stead of the present 10 per cent, and the committee 
suggests that this money be used to pay the ad- 
ministrative costs of the Bureau of Employment 
Security, to help defray tax collection costs of the 
Bureau of Internal Revenue in maintaining a Fed- 
eral loan fund, and for payments to states when 
the additional tax offset does not cover adminis- 
trative costs.°° 

Other suggestions by the Committee concerning 

the best methods of administrative financing are: 

(1) Less Federal control of present system and more 
responsibility and authority by the states; 

(2) Allow contingency funds for state administration to 
be appropriated from the $200 million reserve fund 
created by Public Law 567; 

(3) The Federal government be given authority to ad- 
minister any state program not in conformity with 
Federal standards; 

(4) Retain present system for several years in order 
to gain experience under the Employment Security 
Administrative Financing Act of 1955. 
SUPPLEMENTARY UNEMPLOYMENT 


INSURANCE PLANS 


The granting of a Guaranteed Annual Wage 
(Supplementary Unemployment Benefits programs 
through collective bargaining contracts) by such 
large corporations as General Motors, Pittsburgh 
Glass Co., American Can Co., and United States 
Steel Corporation has necessitated amendments in 
state Employment Security Laws, as provisions 
concerning these Guaranteed Annual Wage Plans 
are not generally found in the various state laws. 
Rulings must be required by the various state at- 
torney generals as to whether concurrent payments 
of state and private unemployment compensation 
are permissible under the state’s present Employ- 
ment Security Law.?! 

Mr. Robert C. Goodwin, Director, Bureau of Em- 
ployment Security, United States Department of 
Labor, stated: 

If these supplementary programs go forward, as it 
appears they will, at least in some states, then we will 
be faced with important decisions arising out of the 
provisions in these agreements for close coordination 
with the public unemployment insurance system.22 


It is generally believed that SUB plans would 
not have materialized had public unemployment 
benefits kept pace with rising wage levels and costs 
of living. This lag in the process of adjusting the 
state programs to changing economic conditions 
has certainly been an important factor in the trend 
toward SUB. The employers and unions that have 
adopted SUB plans have in effect agreed that the 


20. A Study Committee Report on Unemployment Compensation and 
Employment Service, op. cit. 

21. The State of Ohio voted against a petition to permit the private 
supplementary plans. Virginia passed a law banning state unemployment 
payments to persons receiving supplementary benefits, and the Attorney- 
General of Indiana ruled that the State Employment Insurance Law does 
not permit concurrent receipt of SUB payments. Favorable rulings have 
been received from the Attorney Generals of eighteen states, including 
the District of Columbia. 

22. From an address entitled ‘‘New Horizons in Employment Security” 
made at the 19th Annual Meeting of the Interstate Conference of Em- 
ployment Security Agencies, St. Louis, Missouri, September 22-25, 1955. 


state benefit provisions were inadequate for their 
employees, so one can reasonably assume that they 
are inadequate in the minds of many other workers. 

The objectives of the SUB plans are almost 
identical with the purposes of the state programs. 
The intensive drive for SUB plans in the auto, 
glass, and steel industries has perhaps influenced 
many states to increase benefit amounts and 
lengthen duration periods. In 1955-56, thirty-two 
states had thus far raised their maximum benefit 
amounts, and seven had increased the maximum 
duration of benefits.?° 

The central issue involved in the adoption of 
SUB plans seems to be the workers’ desire for 
economic security contrasted with the individual 
employer’s real or implied inability to pay the cost 
of a SUB plan. Certain large corporations pessibly 
can grant and continue these plans without much 
difiiculty. But there is a distinct possibility that 
many smaller companies can be forced or pres- 
sured into agreements providing SUB plans for 
their employees. This might tend to place some of 
these smaller companies into financial difficulties, 
especially in the event of a business downturn of 
any significant proportions. 

Sufficient time has not elapsed to analyze properly 
the results and effects of SUB. These nlans pos- 
sibly may be discontinued if state benefits are 
increased significantly, thus removing the actual 
nec for private supplementary benefits. 


THE TAX QUESTION 

It is believed by many that the cost of paying 
benefits under the job insurance system is shared 
by these various groups. Others contend that em- 
ployers pay all the costs in states where there is no 
employee contribution. Actually, just who bears 
the burden—whether it is the worker, employer, 
the public, or all these groups combined—is vari- 
ously disputed. Evidently the worker who is un- 
employed and receiving benefits does not bear any 
of the tax burden except to the extent that he, as 
a consumer, May pay some tax as part of the cost 
of the goods which he purchases. 

Economists who have thought at length about 
this question feel that many employers are able to 
pass the job insurance tax (like any other produc- 
tion cost) on to the consuming public.2* The ex- 
tent to which the employer can shift the cost 
onward is determined by: 

1. The elasticity of demand for the products or 

services which he produces; 

2. The firm’s competitive position, which will 
determine the extent of the firm’s market 
control; 

3. The availability of substitute products; 

4. The prevailing economic climate. 


(Continued on page 11) 


23. 19th Annual Meeting of the Interstate Conference of Employment 
Security Agencies 1955, Report of Proceedings, p. 32. 


24. It is possible that costs may be shifted backward to labor as well 
as forward to the consuming public. 
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ATLANTA AREA ECONOMIC INDICATORS 








ITEM 


EMPLOYMENT 


Job Insurance (Unemployment) 
Payments 





Job Insurance Claimants} 
Total Non-Ag. Employment 
Manufacturing Employment 


Average Weekly Earnings, 
Factory Workers 


Average Weekly Hours, 
Factory Workers 


Number Help Wanted Ads 
CONSTRUCTION 
Number of Building Permits§ ~__- 


Value Building Permits§ 
Contract Construction 


FINANCIAL 

Bank Debits (Millions) 
Bank Deposits (Millions) 
(Last Wednesday) 


POSTALS 
Postal Receipts 


Poundage 2nd Class Mail 


OTHER 
Department Store Sales Index 
(Adjusted 1947-49= 100) 


Retail Food Price Index 
(1947-49 = 100) 
Number of Telephones in Service 


Employees, 





May 
1957 


$428,614 
5,793 
342,200 
87,550 


$71.92 


39.3 
10,605 


707 
$3,717,404 
19,390 
$1,629.4 
$1,074.2 
$1,365,525 
1,489,508 
160 


112.4 
297 337 








April % 

1957 Change 
$368,159 +16.4 
5,393 +7.4 
343,350r —0.3 
88,450 —1.0 
$72.13 —0.3 
39.2 +0.3 
9,446r + 12.3 
752 —6.0 
$9,655,330 —61.5 
19,200r +3.1 
$1,627.6 +0.1 
$1,106.9 —3.0 
$1,416,206 —3.6 
1,507,311 —1.2 
144 +11.1 
112.1 +0.3 
296,984 +0.1 








May 
1956 


$295,705 
4,318 


337,250 | 


86,800r 
$69.52 


39.5 
11,288 


950 
$7,906,676 
20,250 
$1,518.6 
$1,044.6 
$1,563,735 
1,467,415 
148 


108.9 
280,327 





C7 


Change 


+449 
+ 34.2 
+15 
+0.9 


+3.5 


—0.5 
—6.1 


—25.6 
—53.0 
—2.2 


+7.3 


+2.8 


—12.7 


+15 


+8.1 


+3.2 
+6.1 


“ Change 
Five Months ’57 
Over Five 
Months ’'56 








+ 65.7 

742" 
+ 1.6* 
+G7* 


+5.8* 


—0.8* 
—3.8 


—22.0 
+8.3 
—7.3* 


+5.0 
+23** 
—4.9 
—6.1 
+3.07 


+3.2* 
+4,t°" 





r—Revised 
§City of Atlanta only. 


All data on employment, 
Number Help Wanted Ads: 
Financial data: 


Sources: 


unemployment, 
Atlanta Newspapers, 
Board of Governors, 


*Average month 


hours, 


**End of period 
N. A.—Not Available 


Claimants include both the unemployed and those with job attachments, but working short hours. 


and earnings: 


Inc.; 


Employment Security 
Building permits data: Office of the Building Inspector, Atlanta, Georgia; 
Federal Reserve System; Postal data: Atlanta Post Office; Retail] Food Price Index: U. 8. 


{—Based on retail dollar amounts 


Agency, 


Georgia Department of Labor; 


Department of Labor; Department Store Sales Index: Federal Reserve Bank of Atlanta and Board of Governors, Federal Reserve 


System; Telephones in Service: Southern Bell Telephone and Telegraph Company. 
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Although there was noticeable improvement in 
some areas of Atlanta’s economy, the majority of 
the series considered here moved downward in the 
period from April to May, and for a number this 
was a continuation of the trend established several 
months ago. Changes for the five month period 
beginning January 1 this year in comparison with 
the same period last year show about equal distri- 
bution of pluses and minuses. Unemployment was 
up 18 per cent from a year ago and, with the usual 
summer rise in persons seeking employment, is ex- 
pected to increase even further during the next few 
weeks. Currently, unemployment stands at an esti- 
mated 12,250, or approximately 3.0 per cent of the 
labor force, somewhat better than the national] av- 
erage of 4.0 per cent. It appears that a somewhat 
greater percentage of the unemployed is eligible 
for the benefits of unemployment compensation 
than was true for last year, since a rise of 18 per 
cent in unemployment is accompanied by a 65 per 
cent increase in job insurance payments and a 42 
per cent increase in the number of job insurance 
claimants. Job insurance payments, at $428,614, 
were at a record high. The number of claimants, at 
5,793, was not far from the peak reached in Febru- 
ary 1954. 

On the other hand, employment remained high 
in most industries. The average employment in con- 
struction for the first five months of the year was 
7.3 per cent below the same period a year ago, but 
both total nonagricultural employment and manu- 
facturing employment showed small gains over the 
period. Average weekly earnings were off .3 per 
cent from April, but were up 5.8 per cent for the 
five month period. The Employment Security 
Agency of the Georgia Department of Labor, in its 
Summary Report on the Atlanta Area Labor Mar- 
ket, states that “the over-the-year rise [in employ- 
ment] was due to the general economic growth of 
the area which has attracted numerous in-migrants 


BUSINESS ACTIVITY IN MAY 








| NUMBER OF BUILDING PERMITS 
CITY OF ATLANTA | 


THREE-MONTH MOVING AVERAGE 
OF SEASONALLY ADJUSTED FIGURES 


NUMBER 


| 1100 -—————— . sana 


900} 
} 
| 


| 500 | 

| a — | . 

1949 1951 1953 1955 1957 
SOURCE: INSPECTOR OF BUILDINGS, ATLANTA 











and in-commuters to the area.” The report goes on 
to say: “The outlook for employment, based on em- 
ployers’ present hiring plans, is for an increase of 
about 1,870 by mid-July and 2,800 by mid-Septem- 
ber. Slight gains in both durable and non-durable 
goods are expected to produce gains in manufac- 
turing employment of 690 by mid-July and 1,190 
by mid-September over the May employment of 
87,550.” 

The chart shown here of the number of building 
permits issued by the city of Atlanta since 1949 
shows graphically the slackening in activity which 
has been evident in the construction industry over 
the past several months. For the most part, the 
drop has been in home building. Its importance to 
the economy has been tempered somewhat by 
strength in other types of building, but it is evi- 
dent that the pressure on homebuilders is great. 

The index of department store sales moved up to 
160 in May, just two points below the all-time high 
recorded in September of last year, and the dollar 
value of merchandise sold this year was 3.0 per 
cent above the same period last year. 
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ECONOMIC INDICATORS 


Selecting Indicators 

It seems probable that most people interested 
in economic indicators are confused by the large 
number and variety of series published for their 
perusal. The central problem in finding one’s way 
through the maze of economic data now in print 
is to select a handful of quickly available and most 
meaningful series and watch them from week to 
week. 

That the series need be “quickly available” in 
order to be useful to businessmen, investment 
analysts, and general readers is something read- 
ily apparent to all. It need be noted at this point, 
however, that many interesting economic series be- 
come available only after a lapse of a couple of 
months or more, a fact greatly detracting from their 
usefulness. 

To be “meaningful,” a series must enlighten cer- 
tain objectives with which people are concerned. 
Most men who try to follow economic indicators 
desire two things from them. One of their objec- 
tives is to find out the current tempo of the eco- 
nomic system, and the other is to gain an insight 
into its future tempo (especially the near future). 

A chief reason for wanting reliable information 
en the current tempo of the economy is to secure 
a base from which better to evaluate the sales re- 
sults of one’s particular firm. 

Of more interest to businessmen, investors, gov- 
ernment officials, and others generally is the ques- 
tion, “At what speed will the economy be operating 
next month? Six months from now?” Needed at 
this point are indicators of coming events—a look 
into the future. No single series has yet been 
found which is reliable for this purpose (a point 
to be developed later). About the best one can do 
is look at several key series which are reported 
promptly, derive a consensus of meaning, and then 
interpret the situation in the light of known cir- 
cumstances which may be affecting the economic 
picture (e. g., a prolonged steel strike, or war). 
Series Which Lag and Lead 

A detailed study of economic indicators by Geof- 
frey Moore of the National Bureau of Economic 
Research resulted in the following classification 
of series:! 

Roughly Coincident Series 

Nonagricultural employment level 
Bank debits outside New York City 
Industrial production 
Railway freight traffic 
Wholesale prices 

Leading Series 
New orders of durable goods manufacturers 


1. Geoffrey H. Moore, Statistical Indicators of Cyclical Revivals, 
Occasional Paper 31, National Bureau of Economic Research, 1950. 


Building contracts 
Average hours worked per week 
Basic commodity prices 

Lagging Series 
Personal income 
Retail sales 
Consumer installment debt 
Manufacturer’s inventories 
Limiting Factors in Using the Series 

One practical problem encountered in following 
several of the series which are “roughly coincident” 
is that a month elapses before they are published 
(e. g., the index of industrial production). Freight 
carloading figures are not subject to this fault 
(they are available weekly), but there is a down- 
ward bias in the data due to the heavy inroads 
made by trucks in getting freight tonnage. More- 
over, rail carloadings seem to be increasingly 
geared to the volume of low value basic commodi- 
ties utilized by heavy industry. 

Another type of confusion arises in the case of 
employment and unemployment statistics due to 
the fact that the population is growing rapidly 
and also that many housewives enter and leave 
the labor force at their convenience. Because of 
these factors, it is hard to place a proper meaning 
on an increase in reported unemployment. Thus, 
in this year of 1957, both the figures on employ- 
ment and unemployment are slightly higher than 
a year ago, giving evidence that economic condi- 
tions are both better and worse than in 1956. 

Due to markedly divergent trends of component 
segments, an aggregate wholesale price index is 
of doubtful meaning. One component series, farm 
products and processed foods, has been on a down- 
trend most of the time since the Korean War until 
mid-1956, whereas the index for the other com- 
modities has been generally tilting upwards; in 
consequence, the aggregate index for all commodi- 
ties doesn’t reflect at all the behavior of either lead- 
ing group. 

It may be noted in passing that one gets a con- 
tradictory picture when looking at the behavior 
of the “roughly coincident” series in 1957. Slightly 
down from last year are the series on industrial 
production and railway freight traffic. Contrari- 
wise, bank debits, wholesale prices, and the level 
of employment (and unemployment) are a little 
higher. No one of these series may be said to give 
the “true” picture. The fact that business inven- 
tories are levelling off, after a two year period 
of expansion, accounts for some of the decline in 
industrial output. In view of the big drop in house 
construction, it is remarkable that the industrial 
output index has gone down so little. 
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Figure 1 
NEW ORDERS, CONSTRUCTION CONTRACTS 


AND INDUSTRIAL PRODUCTION IN THE UNITED STATES 
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“New orders” adiusted for change in price level by Wholesale Price Index; ‘Construction Contracts’ adjusted for change in price level 


by the Department of Commerce Composite Index of Construction Costs. 
Sources: Monthly issues, Federal Reserve Bulletin, Board of Governors of the Federal Reserve System; Survey of Current Business, U. S. Department 


of Commerce. 


CHECKING THE RECORD OF SELECTED 
INDICATORS 


In the series of three graphs published here are 
presented six different series plotted in comparison 
in each case with an assumed benchmark, the Fed- 
eral Reserve Board’s Index of Industrial Produc- 
tion, over the period 1946-1957. Explicitly stated, 
the question being posed is this: How reliable have 
these six series been as reflectors of the level of 
industrial production or as anticipators of it? 

A look at the record of the series on total con- 
struction (Figure 1) reveals several salient points, 
one being that it is quite erratic over a short period. 
Therefore a particular change from one month to 
another is of little consequence. It will be observed 
that on several occasions the series did anticipate 
the trend industrial production would follow later. 
In two periods, however, construction contracts be- 
haved peculiarly. In 1946 and 1947 industrial pro- 
duction behaved more buoyantly than the volume of 
construction contracts would have suggested. And 
from mid-1953 through 1954 construction contracts 
were in a strong uptrend in the face of a continued 


marked downtrend in industrial output. This may 
be explained as an aftermath effect of the Korean 
War armistice, at which time materials again be- 
came available for commercial and other construc- 
tion. This situation illustrates the point that indica- 
tors must be interpreted in the light of known con- 
ditioning factors. 


By and large, the series on new orders of indus- 
trial goods (Figure 1) has been a good indicator. 
However, it yielded a pessimistic warning in 1946 
which was unwarranted in view of the fact that 
industrial production continued to maintain a high 
level. Since that time its turning points have oc- 
curred at about the same time as those of total 
industrial production, but the series has moved 
in an accentuated manner. Again, this is an er- 
ratic series whose trend is more significant than 
its month to month variations. In summary, its 
usefulness as an indicator is that its trend high- 
lights the current direction of movement in the 
industrial production series. 


The level of loans (commercial, industrial, and 
agricultural) has been a good reflector of the level 
of industrial production over the last decade (Fig- 
ure 2). Its particular virtue is that it becomes 
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available to the public very promptly each week. 


Keep in mind that there is a seasonal variation in 
the series which pushes it up at the year’s end and 
depresses it at mid-year. In the last year and a 
quarter, however, the series has been more buoyant 
than industrial production as a whole, apparently 
indicating a marked shift of business firms toward 
bank credit as their own sources of liquid funds 
fell short of urgent requirements. 


The Dow-Jones Industrial Common Stock price 
series (Figure 2) has proven to be a fairly good 
anticipator of coming changes in the level of in- 
dustrial production, except perhaps in 1946. (The 
market had reached an unusually high point in 
early 1946 in relation to corporate earnings, and 
the marked decline occurring in the second half of 
that year might be viewed as a “corrective” move- 
ment.) Since mid-1949 it has foreshadowed the 
direction of the industrial tempo, although its move- 
ments have been exaggerated upwards since 1954. 


With important exceptions, it may be said that 
prices of raw industrial commodities reflect fairly 
well. the changing tempo of industrial activity 
(Figure 3). The chief exceptions occur in war 


situations. Thus, following Wcerld War II and also 
in the Korean War period, the prices of basic com- 
modities were unusually high. In peacetime periods 
it is apparent that the prices of raw industrials 
tend to seek a lower level even in the face of very 
prosperous conditions generally throughout the 
economy. Once the adjustment to peacetime is 
made, the series becomes a better indicator of cur- 
rent trends. A good feature of this index is its 
rapid availability. 


The series on the value of business inventories is, 
as stated earlier, one which lags behind the indus- 
trial tempo (Figure 3). Its record in this regard 
has been faithful over the last decade. When it 
reaches a sustained high level in relation to pro- 
duction, a warning signal is announced. This series 
is not very helpful in forecasting when the turns in 
industrial production will occur. Periods of inven- 
tory accumulation and decline have varied in dura- 
tion considerably. 


A Note About the Present Situation 


One notes from the indicators whose record has 
just been reviewed that most of them point down- 
ward. These downturns must be viewed, however, 


Figure 2 


INDEXES OF COMMON STOCKS, LOANS, AND INDUSTRIAL PRODUCTION 
IN THE. UNITED STATES 
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Sources: Monthly issues, Federal Reserve Bulletin, Board of Governors of the Federal Reserve System; Survey of Current Business, U. S. Dpartment 


of Commerce. 
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in the knowledge that the economy has been ex- 
periencing a credit squeeze, the like of which has 
not been known for nearly thirty years. In the 
event that unemployment begins to increase mark- 
edly, it may be anticipated that deliberate action 
by monetary authorities, as well as developments 
within the money market itself, will result in loan 
funds being made available again for housing con- 
struction and other purposes. Whether this will 


automatically revive the house construction indus- 
try and other lines remains to be seen, but men in 
those fields seem convinced that it will. If this up- 
turn in housing were to develop markedly, the indi- 
cators might reverse their direction. (Very recently, 
the first week of July, the stock market staged a 


strong recovery, indicating optimism for the near 
future.) 


Figure 3 
INDEXES OF RAW INDUSTRIALS, INVENTORIES, AND 
INDUSTRIAL PRODUCTION IN THE UNITED STATES 
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ISSUES IN JOB INSURANCE 
(Continued from page 5) 


Because these factors affect different employers 
in various ways and in varying degrees, some 
employers are able to pass on the costs. of unem- 
ployment taxes, while other employers, because of 
their particular situation, are not able to do so. 
Consequently, the job insurance tax may be a 
greater burden upon some employers than it is 
upon others. This question of the tax burden 
should be borne in mind when attempting to eval- 
uate or analyze the “social principles” versus the 
“insurance principles” of the job insurance system. 

BASIC PURPOSES OF JOB INSURANCE 

In general, the primary purpose of unemploy- 
ment insurance has been to provide a certain de- 
gree of financial protection to unemployed work- 


ers for a relatively short period of time. This pro- 
tection supposedly should be sufficient to maintain 
a reasonable standard of living, yet not reduce 
work incentives. The program is quite valuable in 
helping to maintain consumer purchasing power in 
periods of business decline; therefore, it contributes 
to economic stabilization, which is of considerable 
importance in our modern industrial society. 

In addition to actual monetary benefits, the job 
insurance program offers substantial benefits of 
a psychological nature. The worker has an added 
measure of security and reassurance that serves 
to maintain his spending habits to a certain extent 
during his period of unemployment. Consequently, 
job insurance payments have an economic effect 
far greater and more valuable to the economy as a 
whole than the absolute monetary payments would 
seem to indicate. 
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There is some question as to what extent job 
insurance conforms to the insurance concept. Are 
these unemployment benefits based upon insurance 
principles, or are they based primarily upon 
“social” principles? On the one hand, the program 
conforms to the insurance concept since it provides 
for a pooling of resources to meet a widespread 
danger. Unemployment insurance spreads the cost 
of unemployment over the entire state and to all 
industries within a state, some of which are more 
likely to suffer the hazard of unemployment than 
others. Costs are also spread over a period of time, 
in that contributions are collected in good and bad 
years and benefits are paid out as necessary accord- 
ing to varying economic conditions. On the other 
hand, unemployment insurance is also social in- 
surance, in that unemployment is of serious con- 
cern to a community, a state, and the nation. It 
involves the risk of loss of buying power of large 
numbers of people. Experience has already shown 
that private enterprise and individual initiative 
alone cannot control adequately in all instances 
such a great risk as unemployment. An excellent 
statement expressing the “social” concept is the 
following: 

“Uneniployment insurance is even more completely 
social insurance than such other wage-loss compensa- 
tion programs as old-age insurance, disability insurance, 
or workmen’s compensation. Workers or employers can 
buy such insurance from private insurance carriers but 
no private insurance carrier sells unemployment insur- 
ance because of the unpredictable character of the risk 
of unemployment,”?5 
Arthur Larson, Under Secretary of Labor, states: 

“It is the genus, not only of unemployment insur- 
ance, but of income insurance generally, that it 
has two great major functions. The one is eco- 


25. “Twenty Years of Unemployment Insurance,” op. cit. 


nomic. The other is humanitarian.”*® While de- 
siring to retain the “insurance” concept or prin- 
ciples of job insurance, the states and the national 
government cannot ignore the “social welfare” 
principle of the program. Unemployment carries 
too great an impact upon our society to permit an 
attitude of indifference. There are many social im- 
plications involved in the operation of unemploy- 
ment insurance, as supported by the fact that the 
program was born during the great depression of 
the 1930’s when Congress became acutely aware of 
the real social need for some type of unemploy- 
ment assistance. 

From the very beginning unemployment insur- 
ance was not set up as a relief program. The basis 
of determining benefit payments was, and still is, 
the amount of earned wages. Thus the system was 
founded on an insurance concept designed to pro- 
vide compensation to unemployed workers based 
on wages they had earned and on which contribu- 
tions to the fund had been made for them. 

Unemployment insurance today has been pro- 
ceeding along “social welfare” lines, more than 
along “insurance” lines. Low wage workers in 
some instances are compensated to a much higher 
percentage of lost wages than are high wage 
earners. Also, the adoption of dependents’ allow- 
ances in some states and the establishment of arbi- 
trary ceilings on benefit amounts have tended to 
emphasize the “needs” of individuals rather than 
their “rights” as originally conceived. Some 
authorities maintain, with considerable logic, that 
it is in the general welfare for the “strong” to help 
support the “weak,” thus heartily endorsing the 
“social welfare” principle, while others deplore the 
shift from the original “insurance” concepts. 


26. Arthur Larson, Under Secretary of Labor, before the Industrial 
Relations Research Association Convention, December 29, 1954. 
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